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Abstract. The extent of the EU meant to include 10 new Member States (Czech Republic, Cyprus, Estonia, 
Latvia, Lithuania, Malta, Poland, Slovakia, Slovenia and Hungary) starting from the 1st of May 2004 represented 
a historic reference for the process of reconstruction of the Europe after centuries of destructive segregations 
induced by wars and ideological conflicts. The whole Europe will thus achieve political stability and determined 
security, as well as an extent of the internal market from 380 to 454 million people. This extended market will 
also provide new opportunities for the development of the European agriculture and of the Common Agricultural 
Policy of the EU (CAP). 
 The present work relies on a series of studies performed by DIW (Berlin/Göttingen), IBO/LEI (Haga) and 
IAMO (Halle), according to these studies the authors revealed the budgetary impacts resulting from the extent of the 
European Union and implications in agriculture.  
    
INTRODUCTION 
 
The Common Agricultural Policy (CAP) was set up in 1963 and has gone through 
three major reforms since then – the first reform in 1992, the second in 1999 (2000 Agenda) 
and the third in June 2003 (occasioned by the final negotiations regarding the accession of ten 
new members to the EU from the Eastern Europe). The importance of the CAP is rendered by 
several distinctive features: 
- the impact produced by the high rate of manpower retiring from agriculture should have 
been reduced at the moment of the CAP effectiveness. The lobby in agriculture continued to 
remain effective, the agricultural policy representing a considerable decisional chapter; 
- the CAP is considered an integrationist policy, with larger influence than the Domestic 
Market, where harmonized standards replaced national ones in a proportion of 10%. 
Concerning the CAP, national agricultural policies were replaced by common regulations of 
market operation and product marketing for the large part of agricultural output (over 90%); 
- the CAP is a policy considered a large consumer of financial resources. The CAP used to 
consume almost half of the common budget by means of a complex system of subsidies and 
other financial stimulants. 
The importance of agriculture and rural development in the European Union stems 
from the fact that the rural areas cover about 80% of the EU territory at present; in this area 
about 20% of the population from the 15 countries is living (ranging from 40% in Ireland, 
Greece and Portugal to about 3% in Belgium). The average agricultural land area in EU 
accounts for almost 40% of total EU area (with maximum values of 50-65% in France, 
Netherlands, Denmark, Ireland, United Kingdom); the population employed in agriculture 
 accounts for 8.6% of total rural population on the average (with maximum values of over 19% 
in Belgium and 14-15.5% in Netherlands, Greece, Portugal). 
The problems of rural areas, having agriculture as one of the main components, 
represent one of the subjects which is the core of debates at European level; the emphasis is 
placed upon sustainable development, improvement of population’s living conditions, food 
safety, environment protection and conservation. 
In June 2003 the Council of Ministers reached an agreement in CAP reforming, that was 
materialized in the adoption of a new legal framework in September 2003. The general 
objective of this reform is a better equilibrium in supporting and strengthening the rural area 
by transferring certain funds from pillar 1 of CAP – Agriculture to pillar 2 – Rural 
development, by introducing a modulation system and by enlarging the scope of present rural 
development instruments. This reform will completely change the way in which the European 
Union provides support to the farming sector. The Common Agricultural Policy will be 
directed towards consumers’ and tax payers’ interests, so that farmers will have the freedom 
to produce what is demanded on the market (see Fischler, F., 2003). 
 
AGRICULTURE EXPENDITURES IN THE EU BUDGET (2000-2006) 
 
In 2000, agricultural expenditures accounted for €40.5 billion, which represents 45% 
of the total EU budget. There are three categories of expenditures on agriculture (see Table 1), 
as follows; 
· Market interventions are expenditures to support EU farm prices through intervention 
purchases, storage, and export subsidies. In 2000, the EU-15 spent €10.6 billion on 
agricultural market support, i.e. 12% of the total EU budget; 
· Direct payments are subsidies per hectare or per animal. A large share of these were 
introduced in the MacSharry reform (1992) and Agenda 2000 reforms to compensate farmers 
for declining market and price support. In 2000, the EU-15 spent €25.6 billion on direct 
payments to farmers, i.e. almost 30% of the total EU budget; 
· Rural development expenditures (also now referred to as the “second pillar” of the CAP) 
cover a variety of programs. In 2000, the EU-15 spent €4.2 billion on rural development 
measures, i.e. 5% of the total EU budget. 
 
Table 1  EU agricultural expenditures in 2000 
 
Billion € % of agricultural 
expenditure 
% of EU budget 
 
Market support 10.6 26.2 11.8 
Direct payments 25.6 63.4 28.5 
Rural development 4.2 10.4 4.7 
TOTAL 40.5 100.0 45.0 
Source: J. Swinnen, Budgetary implications of enlargement: Agriculture, CEPS Policy Brieff, no 22 
 
The relative shares of the expenditures over the three categories have changed 
dramatically over the past decade. Figure 1 illustrates how the share of direct payments 
increased substantially: from less than 10% in 1991 to close to 60% in 1997, and 68% IN 
2006. Inversely, the importance of market interventions in budgetary outlays has declined 
from over 90% in 1991 to less than 40% in 1997 and is predicted to fall to close to 20% by 
2006. Rural development expenditures only became significant after Agenda 2000, and will 
account for slightly more than 10% by 2006. 
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Fig 1  Distribution of the EU agricultural budget (1991-2006) 
 
Once started, the CAP reform (in 2003) led to a change of the level of expenditures in 
agriculture – the decrease of market arrangements simultaneously with the increase of 
expenditures allocated to the rural development – (Barreiri J., Soler F, Perez y Perez L., 
Garcia S., 2003) in the future the following orientations were registered: market expenditures 
are likely to decline further, and rural development expenditures will increase. The direct 
payments category may go either way, since some of the payments currently in that category 
may be replaced by payments in the rural development category, while new direct payments 
may be introduced to compensate for reductions in market interventions. 
 
ESTIMATED TOTAL EXPENDITURES FOR AGRICULTURE 
(2007 and 2013) 
 
The Financial Framework (FF) agreed in Berlin (1999) made several assumptions 
regarding Eastern enlargement. The most important assumptions regarding the agricultural 
budget were that six new member states would join by 2002 and that agricultural enterprises 
in the new member countries would not qualify for direct income support1. Table 2 presents 
the agricultural expenditures as they are predicted in the annex to the Conclusions of the 
European Council of Berlin. 
 
Table 2 Agricultural expenditures in the Financial Framework (million euro) 
 2002 2003 2004 2005 2006 
Agriculture 1600 2030 2450 2930 3400 
- Market regulation 1034 1107 1091 1153 1223 
- Rural development 566 923 1359 1777 2177 
Source: European Commission 
 
 In spite the attitude adopted by the 15 old Member States of the EU against the 
enlargement of direct payments for farmers from countries in the Central and Eastern Europe, 
the new Member States were related by the same wish for a just treatment of farmers, starting 
from the moment of accession. This assumed the gradual introduction of direct payments to 
farmers from new Member States and the obtaining of equivalent subsidies. 
                                                 
1
 A variety of arguments have been advanced against extending the direct payments to CEEC farmers. The one 
most often heard is that, unlike EU farmers, CEEC farmers will not witness a price decline with EU accession, to 
the contrary even. However, economists have mostly emphasised that extending the payments to CEEC farmers 
would create major distortions in the CEEC economies (see e.g. European Economy, 1996, “The CAP and 
Enlargement: Economic Effects of the Compensatory Payments”, European Commission, Directorate General 
for Economic and Financial Affairs, Reports and Studies, no. 2, Brussels). 
  Relying on a series of studies and estimations elaborated by several independent 
institutions (DIW study: Weise, C., Banse, M., Bode, W., Lippert, B., Nölle, F. And S. 
Tangermann, “Reformbedarf bei den EU-Politiken im Zuge der Osterweiterung der EU”, 
Berlin und Göttingen” 2001) and estimations on the budget resulting from a document issued 
by the commission of the European Parliament (European Parliament, Committee on Budgets, 
“Working Document on the financial implications of EU enlargement”, 11 April 2006), our 
purpose is to simulate the effects generated by the accession of new Member States over the 
level of agricultural expenditures in 2007, respectively 2013 (see table 3 and table 4). 
 
Table 3. Agriculture – Budgetary effects of enlargement in 2007 with 100% direct payments going to 
CEEC  (million euro) 
Country 1st Scenario  2nd Scenario 
market DPs rural dev Total market DPs rural dev Total 
Czech -51 809 235 992 423 735 156 1,314 
Hungary 370 1,063 346 1,780 377 1,030 269 1,676 
Poland 1,739 2,870 994 5,603 878 2,551 1,193 4,622 
Slovakia -68 377 136 445 117 360 143 620 
Slovenia -64 84 38 57 61 101 45 207 
Estonia 14 93 57 163 41 84 86 211 
Latvia 21 216 136 373 53 122 206 381 
Lithuania 91 427 191 718 224 307 288 819 
Bulgaria 478 583 311 1,372 146 489 363 998 
Romania 234 3,201 807 4,241 425 1,698 865 2,988 
CEEC 8 2,052 5,939 2,133 10,131 2,174 5,290 2,386 9,850 
CEEC 10 2,764 9,723 3,251 15,744 2,745 7,477 3,614 13,836 
Share in budget exp 
CEEC 8 0.20 0.59 0.21 1.00 0.22 0.54 0.24 1.00 
CEEC 10 0.18 0.62 0.21 1.00 0.20 0.54 0.26 1.00 
 
 
Table 4. Agriculture – Budgetary effects of enlargement in 2013  with 100% direct payments going to 
CEEC (million euro) 
Country 1st Scenario  2nd Scenario 
market DPs rural dev Total market DPs rural dev Total 
Czech -181 696 235 750 489 735 191 1,415 
Hungary 362 932 346 1,640 539 1,030 330 1,899 
Poland 1,101 2,480 994 4,575 845 2,551 1,461 4,857 
Slovakia -120 326 136 342 131 360 175 666 
Slovenia -73 69 38 34 79 101 55 235 
Estonia -2 79 57 134 38 84 105 227 
Latvia -21 230 136 345 70 122 253 445 
Lithuania 5 485 191 681 184 307 353 844 
Bulgaria 433 506 311 1,250 172 489 445 1,106 
Romania -104 3,351 807 4,054 498 1,698 1,060 3,256 
CEEC 10 1,400 9,154 3,251 13,805 3,045 7,477 4,428 14,950 
Share in budget exp 
CEEC 10 0.10 0.66 0.24 1.00 0.20 0.50 0.30 1.00 
  
 
 
 We may indicate that for these estimations only 8 new States from 10 were taken into 
account (CEEC – 8, excepting Cyprus and Malta) and the effects over the level of agricultural 
expenditures, generated by the CAP reform were excluded. At the same time, 2 scenarios will 
be compared: 
- 12 scenario (the existing one) where CEEC – 8 acceded in 2004, and Romania and 
Bulgaria in 2007; 
- 22 scenario, where CEEC – 8 was to accede in 2004, and Romania and Bulgaria should 
have acceded in 2004 too. 
If we compare the estimated total agricultural expenditures with enlargement with the 
 Financial Framework, then one can only conclude that total agricultural expenditures will be 
significantly larger than the numbers in the FF. Interestingly the sums foreseen in the FF 
would be approximately enough to cover the cost of rural development and market support. 
The key issue is thus extending direct payments to CEEC farmers, which would cost an 
additional €6-7 billion. 
This does not necessarily mean that enlargement will not be possible within the FF. 
Accession of the CEEC-8 in 2004 instead of 2002 reduces some of the costs and makes it 
easier to fit enlargement within the Financial Framework. Moreover, the EU is considering 
phasing in some of the expenditures, in particular the DPs. A proposal to do just that is 
contained in the recent “Draft Common Position” published by the European Commission in 
February 2002. According to this proposal, the CEECs would receive the equivalent of 25% 
of EU-15 direct payments in 2004, 30% in 2005, 35% in 2006, and rising to 100% in 2013. 
Additional funding for Rural Development is also included. 
 
CONCLUSIONS 
 
Yet even if the EU manages to “fit” the enlargement process in the Financial 
Framework 2000-06, we should not be distracted from the fact that in the absence of reform 
the expenditures will in the years after 2006 run-up to numbers much beyond those used in the 
1999 decision-making, and that the budgetary effects for 2013 as presented in Table 4 remain 
valid. 
Part of the budgetary costs can be attributed to the failure of EU decision-makers, both 
during the MacSharry reforms in 1992 and at the 1999 Berlin Council meeting, to agree on 
restrictions in size and in time on the direct "compensation" payments. The implications for 
the budgetary effects of enlargement are obviously significant. Yet, even if those who oppose 
extending direct payments to CEECs have their way, there will be significant budgetary 
effects. Those who oppose the direct payments for CEECs (because they distort local 
economies and slow restructuring) favour structural aid programmes for the CEECs to foster 
sustainable development. 
From a numeric point of view, the impact produced by the enlargement over the EU 
agriculture is impressive. A number of 4 million of farmers joint the population of 7 million 
of farmers already existing in Europe. The new Member States add a surface of 38 million 
hectares of farming land to 130 million hectares existing within the old Europe counting only 
15 States, which represents a growth of 30%, although the output within the Europe made up 
of 25 States registers a growth of only 10-20% for all products. 
This fact confirms that the agricultural output potential registered by the new Member 
States is still far from being completely used. Farmers from the new Member States may 
enjoy of the EU unique market access and benefit from its determined prices, direct payments 
 (gradually included in order to achieve the EU full level) and rural development arrangements 
(see van der Mensbrugghe, 2005). 
In spite the progress generated by the process of modernization and reorganization 
within the agricultural sector, registered by the new Member States (especially ex-communist 
countries) few years ago, one of the main challenges is represented by the improvement 
within agriculture and rural communities. 
Highly mediatized, differences of improvement were observed between the 15 old 
Member States and the new Member States (in 2001, 45% of the 2nd level of the EU with 15 
Member States) and one may speak of their amplification within the rural areas due to a 
certain combination between smaller incomes and higher unemployment rates registered in 
these areas compared to urban areas (these disparities are higher for the new Member States 
than for the EU counting 15 Member States). It represents a challenge already accepted by the 
EU and approached by means of the implementation of new arrangements of rural 
development meant to solve the situation specific to the new Member States. For example, 
there are many small farms of “middle subsistence” within these countries, which produce for 
own consumption, but also market a part of products. 
In order to support these farmers to deal with financial issues, while theirs farms are being 
reorganized for achieving commercial sustainability, a revenue aid is offered for a period of 5 
years. Assistance services for farms may be supported, thus there are experts ready to 
recommend farmers durable ecological ways of land farming, in order to obtain a variety of 
agricultural activities or to upgrade their equipments. At the same time, there exist a special 
aid for investments, which intends to support the farmers of the new Member States to satisfy 
all standards related to public health and hygiene, animal protection and labour protection. 
 It is important to point out that all obligations assumed by the process of accession to 
the EU were immediately applied to farmers of the new Member States. An example is 
represented by the safe consumption of food, a very important aspect for the consumers of the 
EU, thus no low standard was accepted. 
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